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Thinking of Computerizing? Consider Software First
here is little doubt that a personal computer can benefit
an MBE. A computer brings speed in the production of
financial data and flexibility in the use of information, lead
ing to greater efficiency for the MBE. In the past, the high
cost of computer hardware (the physical equipment) often
caused buyers to focus primarily on the cost of hardware
when purchasing a system. The cost of software (the pro
grams which run the computer) was often a secondary con
sideration. Similarly, the relatively small variety of
compatible software also led buyers to place more emphasis
on the cost of hardware over software.

T

Finding the appropriate software should be the first consid
eration of any buyer in purchasing a personal computer.
Fortunately,
today, the most
popular software
programs are
designed to be
compatible with
several manufac
turers’ hardware.
Additionally, the
cost of hardware
and software has
declined rapidly.
Both factors have
led buyers to focus more attention on selecting the appropri
ate software.

The first step in selecting software is to identify the
“application programs” that will best fit the needs of your
specific business problems. Application programs are pro
grams written to perform specific functions such as word
processing, spread sheet accounting, data base reporting and
others. To perform accounting tasks, for example, programs
can now be purchased for general ledger, accounts receivable
and payable, fixed assets, payroll, taxes and other functions.
More important, these application programs simplify the
function that is being performed by giving detailed instruc
tions to the user. Additionally, these programs should be
“integrated.” This means that one application program
should be compatible with another program—so that infor
mation can flow from one application to a subsequent
application. Also, review the documentation—the explana
tion of how the program operates—before purchasing soft

ware. A good accounting application program can help
establish a sound accounting system for most small
businesses.

Having identified the necessary software for your business,
the next step is to find hardware that is compatible with the
operating system for which the software has been written.
The most common operating systems today are CP/M and
MSDOS. Recent trends, however, show fewer manufacturers
utilizing CP/M. In contrast, MSDOS is increasingly becom
ing the standard operating system for most personal
computers.
With the advent of personal computers it is now possible to
purchase computer hardware for less than $5,000. This
includes the central processing unit (CPU) with sufficient
memory, disk drives, a video display terminal and a printer.
A buyer should especially consider the hardware’s memory
capacity. Most experts agree that, due to the inexpensiveness
of memory capacity, a buyer should purchase the full mem
ory capacity of a system. The ability to expand the computer
system is critical in planning for the future growth of your
business. Also, consider the cost of modems for communica
tion with outside data banks and even networking capability
for communication between computer systems.

Despite the relatively low cost of a computer system, it can
still be a significant purchase for an MBE. Thus, careful
planning is needed to identify the system that will best fit
your business needs. Your CPA can help you get the best
value for your computer dollar.

Discouraging Employee Fraud
by Means of Internal Controls
How effective are your company’s internal controls, your
techniques for preventing, or at least discouraging, employee
fraud? There’s probably no better deterrent than a set of
controls in place and functioning, and yet, as forensic
accounting practitioner Marvin M. Levy points out, the
fraudulent schemes that are the most difficult to detect are
those expressly designed to work within the framework of
existing controls.
Writing in the Journal of Accountancy, Levy, who was for
merly with both the IRS and the FBI, offers some signs

to look for that may point to fraud. Although they are by no
means certain proof that fraud is occurring, he says, the
following indicators are present time after time when finan
cial funny business is underway:

□ High rates of employee turnover, particularly in the
accounting or bookkeeping department. This, Levy sug
gests, could mean that certain managers are firing accounting
personnel before they can learn the department’s entire oper
ation. Or, accounting personnel may have put two and two
together and resigned—a typical response for those who
discover wrongdoing by superiors.
□ Refusal by staff members to use serially numbered docu
ments. Or, alternatively, the unrecorded destruction of num
bered documents.
□ Excessive, unjustified numbers of cash transactions.
These are not good for the company, from the point of view of
controlling costs and maximizing profits. Any transactions
that conflict with the profit motive require close examination.

Can Small Companies Cope
With the Insurance Crisis?
A great many business firms, along with individuals, profes
sional partnerships, governmental agencies and other ele
ments of society are in the midst of an insurance crisis.
Property, casualty and liability policies in many instances
have either become outrageously expensive or are simply
unavailable.
Two key factors are said to have led to the crisis: Competition
in recent years among insurance companies brought pre
miums much lower than they should have been, just as
unprecedented, high claims were being collected by insured
parties. Courts and juries became extremely generous to
claimants. Even the weather bureau was sued successfully for
having failed to predict a storm.

Last year was the insurance industry’s worst for losses since
1906, the year of the San Francisco fire. Rates have sky
rocketed and insurers have become highly selective in decid
ing who or what they will cover. An extreme example is the

□ Excessive, unjustified use of exchange items such as
cashier’s checks, traveler’s checks and money orders. These
are a favorite means of funding off-the-books bank accounts
and operations.

□ Failure by those responsible to reconcile checking
accounts, indicating a disregard for financial and cash con
trol, especially when there is more than one account. Check
kiting schemes rely on movement of funds from one account
to another. Since business accounts usually are credited
immediately for funds deposited, failure to reconcile these
accounts could indicate a kiting scheme.
□ Existence of more checking accounts than are needed for
business purposes. This is particularly suspicious, again
suggesting possible check-kiting, when the accounts are
scattered geographically for no explainable business reason.
□ Replacement in the files of original invoices with pho
tocopies. Original documents may have been altered with the
help of correction fluid—amounts changed or whatever.
Copies made from such corrected originals give no indica
tion that changes have been made.

□ Excessive numbers of company checks that come back
bearing second endorsements. This could be explainable, as
with employee paychecks cashed at the corner grocery, but
often it suggests payroll fraud or the purchase of stolen
merchandise.
□ Inappropriately high freight expenses. This could mean
that sales were not recorded on the books, or even that there is
laundering of funds.
□ Failure or refusal of an employee to take time off. Many
schemes require careful, continuous monitoring, leading
perpetrators to forgo vacations.

company that, in order to get six million dollars in liability
coverage, had to pay a premium of—are you ready?—six
million dollars. (What’s even more astonishing is that they
paid it, but they had no choice: They were negotiating a
contract that required them to be insured.)
Most small companies don’t face anything that drastic, but
they do have enough of a problem to ask what they can do to
minimize those soaring premiums, or find the coverage they
need. Following are some suggestions derived from various
sources:
□ First, and most obvious, is to increase the deductible—a
form of self-insurance or coinsurance, with the insured party
accepting part of the risk. Theoretically, the more risk you
assume, the less you should have to pay the insurance com
pany, but unfortunately this is no longer necessarily true.
Now a high deductible is often a given; coverage is expensive
in spite of it.
□ How about “going bare”—doing without insurance
entirely? This is true self-insurance, with reserves set up to

cover prospective losses. Some big companies have done it.
A small firm could be wiped out by just one big loss suffered
before the necessary reserve has been established.

Political Solution May Be Temporary
□ Another possibility is the creation of a captive insurance
company to provide coverage to an area or an industry that
can’t get it otherwise. Again, this option is open only to very
large entities or associations. Also, if conventional insurance
companies find a certain type of risk too costly to handle, is it
likely to be manageable by the captive insurer?
□ Should you think of pursuing a political solution? In some
states certain industries have succeeded in getting regulators
to prohibit insurance companies from dropping high-risk
types of coverage if they wish to continue doing business in
the state. Such a solution is probably only temporary at best.
□ Your best source of guidance is no doubt your insurance
adviser—your agent or broker. To increase your leverage
with that individual, think about bunching all the different
kinds of insurance you carry—personal as well as busi
ness—so that you are a customer well worth retaining.

One question to explore with the adviser is whether modify

ing the way you do business could lessen the insured risk—
carrying smaller stocks of inventory, for example; or chang
ing the location of a shop, garage or warehouse; or dropping
certain products or services.

Avoiding Unpleasant Surprises
In your talk with the agent or broker, urge that individual to
be sure to inform you immediately if he or she learns of any
impending changes in the plans of the insurers—drastic
increases in rates, perhaps, or discontinuance of certain types
of coverage. You don’t want that sort of news to come
suddenly; the more time you have to prepare, the more
satisfactory your response is likely to be.
□ At the very least, reexamine the way you do business, with
the likelihood of casualties, property losses or lawsuits in
mind. Clean up your act. Shun risky assignments unless you
have people available who you know are equipped to carry
them out. When you do take on a task, have the terms spelled
out clearly—in writing if possible. Don’t assume the cus
tomer is aware of restrictions or limitations.
□ Finally, keep records. Document the steps you have taken
that could reduce your vulnerability.

Break-Even Point Vital to Many Situations
We have commented before on how use
ful ratios—assets-to-liabilities, salesto-working capital and so on—can be in
measuring the progress of a business.
Here’s another useful ratio: fixed costs to
contribution margin. Otherwise known
as the break-even point.

That may take a little explaining. Fixed
costs, of course, are those that don’t
change with the volume of production,
unlike variable costs, which rise and fall
in step with output. Contribution margin
is the difference between variable costs
and the price at which a product is sold—
the amount of money left over from each
unit sale to provide a profit.
Dividing fixed costs by contribution
margin gives you the number of
broomsticks you must sell at a given price
to cover both fixed and variable costs—
your break-even point. And if you know
the break-even points for several price
or cost or production levels, these data
can be plotted on a graph as a line that
will indicate results under various
circumstances.
Let’s say our broomstick factory rents a

wood lathe for $3,000 a month—that’s
the fixed cost. The variable costs—raw
materials and labor chiefly—total 12
cents per broomstick. The broomsticks
sell for 20 cents each. The contribution
margin, then, is 8 cents.
Dividing the fixed costs, $3,000, by
the contribution margin, 8 cents, gives
37,500, the number of broomsticks that
must be sold monthly to break even. Sales
above 37,500 will produce a profit of 8
cents per unit; on sales below 37,500
there will be an equivalent loss.

Now let’s assume Hypothetical
Broomsticks Industries considers using
a more efficient lathe, one that rents for
$6,000, but which, because of its speed
and efficiency, would cut variable costs
to 6 cents per broomstick. Before pro
ceeding, HBI management engages in a
little break-even analysis:

Fixed costs:
$6,000
Variable costs per unit:
60
Contribution margin:
20¢ — 6¢ = 14¢
Break-even point:
$6,000 ÷ 140 = 42,857

That means the new break-even point
would be 5,357 units above the present
one. But once that point was passed, each
unit sale would bring in a much larger
profit, just as each unit sale under 42,857
would bring a correspondingly greater
loss, of course.
Usually Not So Simple

The question then becomes: How many
broomsticks can HBI sell? That will be
the real determinant of whether it should
rent the more expensive lathe. But man
agement couldn’t even begin to make
such a decision without knowing the
break-even point.

Unfortunately, break-even analysis is
rarely as simple and clear-cut as in our
example. Usually a mix of products,
prices, sales levels and other factors
complicate it no end. For example, the
more of a company’s sales that come from
products with higher-than-average con
tribution margins, the lower the break
even point.
If you have a decision to make as to
mechanizing an operation or raising the
level of technology or adjusting prices,
break-even analysis might be of help.

IRS Issues Guidelines for Withholding Taxes
On the Value of Employee Fringe Benefits
The Internal Revenue Service has
issued guidelines for employers to fol
low in withholding from employees’
paychecks income taxes due on non
cash fringe benefits. The guidelines are
effective until new regulations are
issued.
Employers are given a lot of leeway in
the timing of the withholding. They can
take the taxes out of a worker’s pay at
the time the benefit is received, or dur
ing a later pay period or quarter; that is,
they can withhold it in installments—
just so it is accounted for and withheld

this option is used, employees must be
notified at or near the time they are
issued W-2 forms for the year. (Social
Security taxes, on benefits as well as
wages, must continue to be withheld on
a current basis, however.)

For orderly record keeping, most
employers probably will add the value
of the fringes to an employee’s regular
paychecks as the benefits are provided,
withholding at a rate based on the total
compensation. Or, if they wish, they
can treat the fringe benefit value as sup
plemental income, and withhold at a

Sample Notice That Taxes on Use Of
Company Car Are Not Withheld
TO OUR EMPLOYEES

(Date)
The company has chosen not to withhold from
employee paychecks income taxes payable on the value
of personal use of company cars.

Current law requires us to include such value when
reporting employee compensation on W-2 forms at the
end of the year. Thus, employees using company cars
will have to account to the IRS for such usage, paying
taxes on the value of personal usage. The value will be
obtainable from government charts. In order to be able
to exclude business usage from taxation it is essential
that good records of company car use be kept.
Since personal car use increases taxable income,
affected employees may wish to submit to the company
a new Form W-4, to adjust the amount withheld from
paychecks for income taxes. This could help you
avoid penalties, as well as additional taxes, at the end
of the year.
as of December 31. And even that dead
line is not inviolable, for employers
have a further option of postponing the
withholding of fringe benefits incurred
during November and December until
the first quarter of the following year. If

flat 20 percent rate. Special rules apply
where the fringe benefit consists of
employee use of a company car. The
employer can avoid having to withhold
taxes on it or keeping detailed records
of business-versus-personal use of the

vehicle. It does this by treating the car’s
use as entirely personal, and listing the
full value under “other compensation”
on the employee’s W-2 form. It is then
up to the employee, when filing the
income tax return at the end of the year,
to summarize the business use of the car
and to claim a deduction for it on Form
2106.
An employee with substantial un
withheld taxes on fringe benefits may
want to file a new Form W-4 to adjust
the amount of taxes being withheld.

Suggestions for Keeping
Your Micro Operating
A computer-maintenance company
called Sorbus has published several
dozen ways to protect microcomputers
from damage in use. Suggestions for
avoiding repair bills include these:
□ To prevent having equipment banged
into, install it where there is minimal
traffic. Put it on a sturdy table or desk
and leave it there.

□ Choose a location out of the direct
sunlight, away from heating vents, radi
ators or open windows.
□ Dust and tar can gum up the works,
so don’t smoke around the equipment.
Ban eating and drinking, too, because
of the danger of crumbs or spills.
□ Once you turn it on, let your micro
run continuously as long as there is a
likelihood of your using it. Turning it on
and off causes thermal expansion and
contraction, which put stress on various
elements.
□ Be sure your power supply is ade
quate. Don’t share a power line with
other equipment.

□ Keep the brightness level very low
when the unit is on but not being used.
This will avoid etching a stationary
image onto the inner surface of the cath
ode ray tube.
□ Use antistatic mats to protect against
memory loss or other mishaps.
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